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EDITORIAL
The announcement from Paris that the
American Accountancy
reparation commission has appointed
Honored
as the American member of the transfer
committee Joseph E. Sterrett, New York, is a matter which
touches deeply the accounting profession in this country and is
of especial importance to The Journal of Accountancy. Mr.
Sterrett from the beginning of the Institute has been the chair
man of the committee on publication of the Institute and in that
capacity has been largely concerned with the editorial policy and
content of the magazine. He has given an infinite amount of
time to the duties of the chairmanship and what success has
attended the development of the magazine has been in very great
part due to his untiring efforts. Now that he is no longer a
member of the committee on publication it is permissible to
make reference to the tremendous debt which the Institute owes
to the one who has had chief control of the publication committee.
Had Mr. Sterrett been able to continue the function of committee
chairman it is probable that the new administration of the
Institute would have requested him to carry on the labors, but
naturally this is out of the question in view of Mr. Sterrett’s
departure to take up his most responsible undertaking in Europe.
Everyone who has been in any way a participant in the editorial
work of The Journal of Accountancy feels a real sense of
regret and loss at the necessary laying down of the committee
chairmanship which is involved in Mr. Sterrett’s departure, and
all of us hope that when he shall have performed the patriotic
service upon which he has embarked it will be convenient for him
to resume his interest and devote his energies once more to the
progress of this magazine.
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The appointment of an accountant as
American representative on the transfer
committee is one of the most signal
honors which have been conferred upon the accounting profession.
It might reasonably have been expected that in a matter of this
kind the choice of the reparation commission would rest upon a
banker, as we believe it has done in the case of other nationals
appointed to the committee. It speaks much for the increasing
recognition accorded to accountancy that a member of the
profession is the one American selected to serve on the transfer
committee, a committee which by the way is really the most
important of all the departments of the reparation organization
provided by the Dawes committee plan. An endless amount of
research will be needed and the application of sound judgment
will be essential if the Dawes plan is to be carried into effect.
The slightest departure from wisdom and judgment may have
deplorable results. The committee is accorded almost plenary
powers. But, however great may be the need for judicial mind
and abounding tact, as well as technical knowledge, the account
ing profession here will have no misgiving as to the results in view
of the record which Mr. Sterrett as a practitioner and as man
of vision has established. We congratulate the transfer com
mittee upon its American member. This is the official expression.
In a more personal way, we shall greatly miss him.
Everyone who cherishes the memory
A Splendid
of
Elijah Watt Sells—and who does not?
Memorial
—will feel a sense of deep appreciation
of a gift of his portrait to the Institute. There is no danger that
any accountant now in practice will forget the gracious personal
ity, the serene mind and the singular ability of Mr. Sells. A
portrait is not necessary to emphasize these things. But there
are other accountants coming into the field. The older account
ants are passing away and it is eminently fitting that there should
be a permanent record in the Institute’s office which will serve
to remind of one who was a great factor in the profession. The
family of Mr. Sells could have done no more acceptable a thing
than the presentation of his portrait.
To public accountants the development
Audit of Brokerage
of general recognition of the value of
Houses
accounting services and their impor
tance to the progress of business seems amazingly slow. Little
by little, however, the light comes, and one who looks back over a
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period of years can discover a score of ways in which the standing
of the public accountant and his work has advanced. It is only
when we are close to the progression that its momentum is almost
unobservable. As an instance of the growth of public apprecia
tion it is interesting to read the articles which are appearing in
the daily press and financial magazines relative to the necessity
of some impartial investigation of stock-exchange houses. Recent
failures on the exchange in New York have emphasized the
absolute necessity for supervision of the operations of brokerage
firms. The average investor places an almost incomprehensible
reliance upon the integrity of the broker with whom he deals.
He deposits his money in the hands of a firm and in many in
stances does not even take the trouble to call for periodical
reports on the status of his account. He buys and sells as the
spirit moves him or as the advice of the broker indicates and so
long as he keeps within the amount of funds to his credit on the
books of the concern the broker has almost unrestricted ad
ministration of his affairs. Fortunately most of the brokerage
houses, at any rate on the larger exchanges of the country, are
entirely honest and there need be no doubt as to the fair and
impartial treatment of the investor’s account; but on the other
hand there are and always will be a few firms or individuals whose
integrity is at least doubtful, and the effect of even one case
of maladministration of a client’s account is felt by every broker
age house throughout the land. This fact added to the wellknown stupidity and blind confidence of many investors and
speculators has been borne in upon the authorities of stock
exchanges, and a general movement is under way to encourage
if not actually to insist upon periodical audits of all the accounts
of every brokerage house having membership on the principal
exchanges. Questionnaires have been sent out with the hope of
eliciting information in regard to brokerage accounts and opera
tions, but if this is not sufficient there must be regulations
demanding complete audits and investigations of stock-exchange
houses. The investor should be put upon notice that any
concern which is unwilling to submit to impartial scrutiny may
be presumed to be of questionable morality.
The necessity for periodical investiga
Stock Exchanges
tion of affairs has become a matter of
Aroused
common knowledge among most of the
trades and industries of the country and there is more and more
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insistence upon what has been called the outside audit, or, in
other words, an audit conducted by persons in no way connected
with the affairs under investigation. Brokerage houses have
been slow to fall in with the procession, and this has been due
not to any unwillingness on the part of reputable concerns, but
rather to indifference or to a disinclination to depart from
established precedent. It seems, however, that the time is come
when this reprehensible state of mind must pass. For years this
magazine and other exponents of accountancy have been urging
such a reform as seems about to take place. Now that the stock
exchanges in the principal cities are ready to admit the need for
explicit information prepared by unprejudiced persons it should
be only a short step to consummation of the desired end.
And this leads to the broader question
The Next
of the compulsory audit of all corpora
Step
tions whose securities are offered to
public investment. It has seemed for a long time that the
possibility of bringing in the principles embodied in such legisla
tion as the English companies act was a matter rather to be
desired than expected. Various obstacles have been cited to
illustrate the difficulties which would be encountered in the
administration of such a law. It has been pointed out that there
is too small a number of reputable practitioners of accountancy to
perform the labors which would immediately follow the enact
ment of a law requiring periodical audit. This, however, is an
objection which is of decreasing force as the profession grows.
The development of corporate activity is extremely rapid, but we
believe that in proportion to its numbers the capacity of the
accounting profession is increasing even more rapidly, and the
time cannot be far distant when there will be enough public
accountants of unquestioned merit to fulfill all the requirements
likely to arise under such a law. It may be a matter of years
before every incorporated company can or should be compelled
to submit to impartial audit, but today it would be quite possible
to find reputable accountants of sufficient numbers to analyze
and report upon the fiscal conditions of all those corporations
whose securities are the subject of trade on the principal stock
exchanges. This would be the entering of the wedge and would
lead little by little to the complete requirement which under the
provisions of the English companies act has done so much to
protect the interests, and the interest, of the British investor.
366
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If the listing committees of stock ex
changes will insist that no security shall
be admitted to trade unless the affairs
of the issuing company are regularly audited by reputable
accountants there may be some protest and not a little heart
burning, but in the end the rule will be obeyed and the investor
and even the speculator will be safeguarded. There has been a
great deal of adverse criticism in regard to the failure of stock
exchanges properly to verify the validity of securities admitted
to the trading list. The old story of the lamb in Wall street is
known in the most remote comers of the country and has been
seized upon by every demagogue who seeks to advance himself
politically. It is one of the favorite pastimes of politicians of a
certain type to damn Wall street and all those whose business
takes them through its deep canyons. It is quite easy to under
stand the fear amounting almost to horror in the minds of many
Americans when the words “Wall street” are even mentioned.
Wall street stands for all that is evil, all that prevents the
complete realization of that perfect state of which philosophers
have been writing and of which no one has ever caught a glimpse
since the dawn of history. Of course, ninety-nine per cent of the
stories told of Wall street’s obliquity—and we use the words
“Wall street” generically—are pure piffle. They are often
intentional misrepresentations without even the existence of
ignorance to excuse their originators. But the fact remains that
the financial centers of the country have been accused of a lack
of care and forethought for the investor. And the further fact
also remains that in some cases the accusations are well founded.
Let us assume that it is only one per cent which is founded
upon anything more than imagination or mendacity. The one
per cent is nevertheless an evil which should be abolished.

The Wickedness of
Wall Street

It seems highly probable that more
could be done to remove suspicion and
to eradicate existing wrongs by in
sistence upon independent reports in regard to the condition of
corporate affairs than by any other one means or perhaps by any
dozen means. Let it be known throughout the country that
every security offered for sale or quoted on the lists of a stock
exchange is that of a company whose financial affairs have been
scrutinized by independent and competent persons and that a
367
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full report of condition is demanded at stated intervals; let it be
known that no brokerage house having members on that stock
exchange is allowed to escape the requirement for audit of its
affairs; in a word let it be known that every factor in the trans
actions of the exchange is open to public inspection and that
qualified inspectors have been engaged for the protection of the
public—these things will do much to wipe away the stain which
rests either in reality or imagination on the conduct of financial
dealing. These developments will come, are coming, and it is
sincerely to be hoped that the stock exchanges will not fail to
grasp this psychological moment for supporting and carrying into
effect the public’s demand that there shall be fair play and
complete openness. As we have said, the charges laid to the
account of Wall street are mostly ridiculous or malicious, but the
only way to avoid further imputation of wrong-doing or of
callousness is to insist upon those things which the public itself
now begins to demand.
A further suggestion designed to protect
the interests of the public has been
made by A. S. Fedde, member of the
American Institute of Accountants, and published by the New
York Sun. Mr. Fedde advocates the organization of a corpora
tion to safeguard the general public, particularly that portion of
the public concerned with financial transactions. He describes
the proposed corporation as similar to a mutual fire-insurance
company, the capital to be supplied by brokerage and investment
firms from the capital employed in their own businesses, taking
in return for the amount subscribed the shares of the corporation.
The purpose will be to guarantee its members against loss from
defalcations, robberies and larceny. The corporation is to guar
antee to its members that their customers and other creditors
shall be paid in full in case of insolvency of a member. The
amount of guaranty for each member to carry would be deter
mined by the corporation by reference to the amount necessary
to cover against two classes of losses, those to a member through
its employees or outside agencies and those through insolvency
which would otherwise fall upon creditors and customers. Mem
bers of the corporation would be entitled to advertise themselves
as such. Mr. Fedde says:

Protective Insurance
Suggested

I believe that losses of members requiring to be made good by the
corporation can be kept down through methods of investigation, embrac-
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ing in its features also periodical audits by competent public accountants;
the method of audit being subject to review by an audit committee of the
corporation.
The dues or premiums paid to the corporation would take the place of
premiums now paid to bonding companies, and I believe that considerable
savings would be effected to the members through reduction in premiums
due to the mutual feature as well as resulting from centralized supervision.
Income of the members would be increased through the justified promo
tion of public trust.
The objection would be made by many brokers to paying for losses
resulting from mismanagement or dishonesty arising in another house,
but the answer to that is that all the brokers are now paying for that
through decreased revenue resulting from lack of complete trust on the
part of the public. On the other hand, if well directed supervision is
exercised losses exceeding the capital employed in a concern should be
an extremely rare occurrence.

In the October issue of The Journal of
Accountancy we referred to the fact
that several representatives of foreign
societies of accountants were present at the annual meeting
of the Institute, but the brief reference then possible is insufficient.
It is a matter of abiding gratification to the accountants of this
country when they are able to entertain leading members of the
profession from other lands, and it is only on rare occasions that
this can be done. The example set at the time of the congress
of accountants in 1904 has been followed at intervals by invita
tions to Canadian and English societies to send representatives,
but unfortunately these invitations could not always be accepted.
Therefore the response which was received this year was more
than ordinarily pleasing. The Institute of Chartered Account
ants of England and Wales, the Incorporated Society of Ac
countants and Auditors, the Society of Accountants in Edinburgh
and the Dominion Association of Chartered Accountants were
directly represented. The visitors entered into the discussions,
showed an intense interest in the work of the Institute and estab
lished friendly relationships with the other accountants who were
present. It is to be hoped that from time to time the friendliness
existing between the American Institute and foreign societies
will be stimulated by the sending of representatives from one
organization to another. The work of the accounting profession
is so inclined to become international that there must be complete
comity between the great national organizations.
The Institute has been much concerned
Appointment of
of late with the prospect that the ap
Receivers
pointment of receivers and trustees in
bankruptcy will soon be taken out of the political arena and
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placed upon a business basis. There have been many references
in this magazine and in other publications to the fact that the
accountant is above all persons the best equipped to administer
insolvent estates. His knowledge of affairs and his practical
experience fit him most admirably to take control and to protect
as far as they may be protected the interests of creditors. The
truth of these things is beginning to be generally known. It is
unnecessary perhaps for the Institute to express itself officially
on the subject, nevertheless it is as well that the feeling of the
organization should be placed in concrete form and this was done
at the meeting in St. Louis when the following resolution was
adopted by unanimous vote:
Resolved, That the Institute express its concern with the expensive and
unsatisfactory conditions that often obtain with respect to the administra
tion of insolvent and other estates by reason of the appointment of re
ceivers and trustees who are without adequate experience in business and
financial matters, and that the committee on public affairs give public
expression to the Institute’s belief that wherever practicable such appoint
ments should be restricted to men experienced in finance, accounting and
related matters.

When the American Institute of Ac
countants Foundation offered a number
of prizes last year for the best theses on
the subject of the amount of surplus available for payment of
dividends, with particular reference to companies having capital
stock of no par value, it was believed that this would lead to
increasing interest in a most important subject and would encour
age general consideration of it. Our readers will remember that
the two successful theses were published in this magazine and
they may recall that the thought was expressed that further ex
position of the subject would follow. Now as a further step
toward the comprehensive study of the question of surplus avail
able for dividends the Institute has appointed a special committee
which will doubtless accomplish beneficent results and bring
nearer the time when there will be something like a clear definition
of what is earned surplus for dividend purposes. The resolution,
which was offered by Arthur Andersen, Illinois, reads as follows:
Surplus Available
for Dividends

Resolved, That the president be authorized to appoint a committee
consisting of three members of the American Institute of Accountants, to
be known as the committee on uniform legislation to define earned surplus
available for the payment of dividends, or, for purposes of convenience,
the committee on definition of earned surplus; that this committee be
authorized to take such steps as are necessary to secure the appointment
of similar committees by the Chamber of Commerce of the United States,
the American Bar Association and the American Bankers’ Association,
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these committees to form a group for the purpose of drawing up such
legislation as is necessary for the several states to pass to adopt a uniform
interpretation of earned surplus from which dividends can be paid and to
prosecute the enactment of this uniform legislation by the states of the
United States; the committee to be appointed to have full power to take
such action as may be necessary to accomplish the desired end, subject
to the approval of the council; the committee to render reports to be pre
sented to the annual meetings of the Institute.

In this issue of The Journal of Ac
we publish the first of a
series of brief articles dealing with the
principal schools of accountancy of collegiate standing in the
United States. There is so much inquiry in regard to the aims,
purposes, advantages and results achieved by accounting schools
that it seemed to The Journal of Accountancy appropriate
to call upon the deans of the more important schools to tell their
own stories in their own way. Accordingly we have written
urging that the dean of each of the schools addressed prepare
for publication in the Journal a short statement of the purposes
and accomplishments of his school. The intention is not to seek
figures as to the success or failure of the graduates of any school
as compared with those of any other school and we do not desire
to throw the pages of the Journal open to a competition in
eulogium, but there is an opportunity for useful service in a brief
discussion of the several schools and we are glad to have received
the promise of cooperation from so many accounting instructors.
From month to month as opportunity occurs we hope to con
tinue the series which begins in this issue.

Schools of Commerce
and Accounts

countancy

As these notes are written the news
papers are filled with comment upon
what they describe as the phenomenal
success attending the offering of the German loan on the American
market. An amount of $110,000,000, in round figures, has been
many times over-subscribed. Subscriptions have come from far
and near. Many persons who could not be considered by any
stretch of the imagination as pro-German have entered their orders
and are expressing regret that they cannot be allotted the full
amount of their subscriptions. On the first day when the bonds
were subject to trade on the stock exchange they advanced two
points beyond their offering price. The newspapers speaking
editorially have been almost unanimous in their expression of
belief that the success of the German loan is due in large part to a
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broader internationalism. They are saying that the people of this
country are anxious that Germany should be rehabilitated and
should be able to resume its place in the commerce of the world.
This is doubtless true in regard to some of the more important
subscribers to the loan, but there is, it seems to us, an undue
stress upon the political aspect of the transaction. With a rising
bond market such as has existed for the past few months it has
become increasingly difficult to obtain high yield on good security.
Americans during the war and since that time have become more
eager than ever for high returns. The German loan comes along
and offers between seven and eight per cent, with a reasonable
prospect that the obligation will be fulfilled, and the public which
has been compelled to reduce its ideas of interest from seven to
six and then to five per cent rushes back to the high basis and
clamors for this new foreign issue. It would be a pleasant thing
to believe that it is in the field of international affairs that the
American public desires to express itself, but as a matter of plain,
blunt truth it seems probable that seven and one-half per cent has
far more to do with the success of the German issue than the more
important question of German recuperation.
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